Contents at a Glance

JOEFOAUCEION «eeeeeaeeaaeeeeeeeeeennnaaeaeeeeeeesnnnnaaaseeeeeeennnnnaes |

Part I: Understanding the Fundamentals of Costs........... 7

Chapter 1: So You Want to Know about Cost Accounting............cccceeevevvvervienivenieennenne 9
Chapter 2: Brushing Up on Cost Accounting BasicCs .........cccceviervierciencieniieneeneeieennenn 19
Chapter 3: Using Cost-Volume-Profit Analysis to Plan Your Business Results........ 31
Chapter 4: Estimating Costs with JOb COSting .........cccecveviieviiiiiiecieciececeeceeeeeee, 47
Chapter 5: More Activity, More Cost: Activity-Based Costing ...........cccccevvevrvecvennns 65

Part II: Planning and Control................cccoeeecueeiceacane. 81

Chapter 6: What’s the Plan, Stan? Budgeting for a Better Bottom Line.................... 83
Chapter 7: Constant Change: Variance Analysis.........ccoceeeviereneneninienienienienenene 103
Chapter 8: Focusing on Overhead COStS..........ccceeivieiieeiieiiieciieieereeeesee e e e enaeenns 125
Chapter 9: What’s on the Shelf? Inventory Costing..........cccccovverviencienieniienieenieenennne 139
Part I1I: Making Decisions...............cceceeeeeeccececeeees 159
Chapter 10: Cost Drivers and Cost Estimation Methods ..........cccccecevevirieniineenenne 161
Chapter 11: Making Smart Business Decisions with Relevant Information............ 173
Chapter 12: Making Smart Pricing Decisions: Figuring Total Costs ...........c.c......... 193

Part IU: Allocating Costs and Resources .................... 211

Chapter 13: Analysis Methods to Improve Profitability........c.cccocevcieniiiniiniiininnnnnns 213
Chapter 14: Behind the Scenes: Accounting for Support Costs

and COMIMON COSES ...oouiiiriieieienienieeeetetet ettt ettt sttt b st e et esaeseesmeas 231
Chapter 15: Joint Costs, Separable Costs, and Using Up the Leftovers.................. 255
Chapter 16: Tracing Similar Products with Process Costing ...........cccccccevvevenunnenne. 271

Part U: Considering Quality Issues ............cccccccecueeeee. 293
Chapter 17: What a Waste! Getting the Most from Spoilage,

Scrap, and Reworked Products ............cceecueeiieieiiiceeceeeeseee ettt 295
Chapter 18: Making Smart Ordering DecCiSiOnS..........ccoceeverviirrieriieniieniienienieneeneenne 317
Chapter 19: Quality: Building a Better Mousetrap.........cccceeevviieviercieniienieneeneeneenne 337



Part Ul: The Part of Tens ........cccceceeecaceeeiceeesseeccsseeess 355

Chapter 20: Ten Common Costing Mistakes and How to Avoid Them................... 357
Chapter 21: Ten Ways to Increase Profits Using Costing .........ccccceevevvverienveneenennne 363



Table of Contents

JOEPOAUCEION a..aeeeeeeeeeeeaaaeaeeeeeeeennnnnseseeeeeessnnnnseeeeees ]

ADbOUt This BOOK .....ccuiiiiiiiiiiiteieeecececteeeeter ettt 1
Conventions Used in This BOOK.........cccccecieviiniininiiniiiiiniecieneeeceeee, 2
What You're Not to Read........cccooueeiiriiiiiiniiiiieictctcececese e 2
FOOliSh ASSUMPLIONS.....ccucoiiiiiiiiieieeiecie ettt beeraeeree e 3
How This Book Is Organized............oceceevienieniininieieeeeeeeeteee e 3
Part I: Understanding the Fundamentals of Costs..........c.cccccueeuunee. 4
Part II: Planning and Control ..........cccceveevieriieniiniieneeneeieeieeeeieeenn 4
Part III: Making DecCiSIiOnS.........ccceevieriiiriiinienienienteneeeeieeieeeeeae e 4
Part IV: Allocating Costs and Resources..........cccceveeveriinniennienneenncen. 4
Part V: Considering Quality ISSUES .........ccceecveeierieieeceeieeieeeeeeeee, 5
Part VI: The Part of TenS........ccccceeciieciieciiciecieceeceeeee e 5
Icons Used in This BOOK .......cccueiiiiiiieiieeiicieciecteeceeie et 5
Where to GO from HeTe.........cocviviiiiiiiiiiiieiiciececctceteeee et 6

Part I: Understanding the Fundamentals of Costs............ 7

Chapter 1: So You Want to Know about Cost Accounting ........... 9
Comparing Accounting Methods...........cccooeviririiiieninineececeeeeee 9
Using management acCOUNtINg .........cccccueeriieeriienieenneeeieeseeenie e 11
Fitting in cost acCOUNtING .......ccccvvviirieriieriicieeeeeece e 12
Using Cost Accounting to Your Advantage..........ccceeveeviercienviensieneeneennen. 13
Starting with cost-benefit analysis.........ccccoeceerirneiveniinninienieneene, 13
Planning your work: Budgeting...........ccccoeeveeiieiieeiiicceeeeeeeeee 14
Controlling YOUY COSES.....coviriiriiririeieieere ettt 14
Setting @ PriCe....cccuieiiciiiieiieieeee e 15
Improving going forward .........ccceceeviervienieniiineeneeeeeee e 16
Chapter 2: Brushing Up on Cost Accounting Basics ............... 19
Understanding the Big Four Terms........c.ccoeceeveeverniienieeienieeieeeeseeseeeen 19
Comparing direct and indirect Costs........ccccceververvirvinveniienieneene, 19
Mulling over fixed and variable COStS ..........coocevvueriiirviiriiinienieneenne, 21
Fitting the costs together..........ccccooeiiiieiiieee, 22
Covering Costs in Different Industries...........coceceverenennieiineneneeeeeee 23
Reviewing manufacturing Costs .......c.coceevvevvienviencieneecieeeeieeeeeee 24
Considering costs for retailers..........ccoceevevieneenencinnienieeeceeeeee, 24
Finding costs most companies iNCUF.........ccccoeceereenersierrierrienseeneenne 24

Why Are You Spending?: Cost DIivers........cccoecevieniineenensieniienienieneene 25
Pushing equipment too hard and relevant range...........cccceeennee.e. 25

Previewing inventoriable COStS........c.cccceeierienienieciceceeeeeee 26



xii Cost Accounting For Dummies

Following the Rules of the Cost Accounting Road ............ccccoeeveeuvenennen. 27
Deciding on accrual basis or cash basis......ccc.cceceverveniinnenncnncenne. 27
Finishing with conservatiSm.........c.cccceveeieniiinienieciceceeeeeeee, 29

Chapter 3: Using Cost-Volume-Profit Analysis to

Plan Your BusinessResults ..................ccoiiiiiiiinn, 3
Understanding How Cost-Volume-Profit Analysis Works............ccc........ 32
Calculating the breakeven point..........ccccevveeveecieeceeciencieecieeieeeee 32
Financial losses: The crash of your cash........cccoceevevviirviinvenciennnne. 34
Contribution margin: Covering fixed COStS......cccceeeverviirviirieenceennnnne. 34
Lowering the breakeven point to reach profitability sooner......... 35
Target net income: Setting the profit goal..........ccccceeevveeiieieeienennne. 36
Using operating leverage ........c..ccoceveeienienieneeneneneeeeeeeeeeee e 38
Timing is everything when it comes to costs.........ccccevirvieevennnnnne. 39
Using Cost-Volume-Profit Analysis to Make Savvy Business Decisions....40
Pitching the product: Deciding to advertise ...........ccceevervuereennnnne. 40
Pricing magic: Lowering your price without losing your profit.....41
Sales mix: Combining the results of two products.......................... 43
The Tax Man Cometh, the Profits Goeth ...........ccccooiniriiiiinininene. 45
Understanding pre-tax dollars ...........coceoevenenenieiienenenenenceceens 45
Adjusting target net income for income taxes...........cccccecevereeenee. 46
Chapter 4: Estimating Costs with Job Costing .................... 47
Understanding How Job Costing WOrKS ........ccccccceeviirviercienciennienienieneenenn 48
Cost objects: The sponges that absorb money ..........cccccecveevennenne. 49
Charging customers for direct and indirect costs..........cccceueenneeee. 50
Implementing job costing in manufacturing: An example.............. 51
Taking a Closer Look at Indirect Costs using Normal Costing ................ 55
Budgeting for indirect CoOStS.......coeimimvmnininiiieeeeecesee e, 56
Following a normal job costing system.........c.ccceceeveeviirvirnienciennenne. 57
Following the Flow of Costs through a Manufacturing System ............... 58
Control starts with control accounts...........coeceevevcervinvieniieneeneenne. 58
Explaining the debit and credit process........c.cccccceevviecveerieeereenen. 59
Walking through a manufacturing cost example............ccccceeeueninnns 61
Applying the methodology to other control accounts ................... 63
Chapter 5: More Activity, More Cost: Activity-Based Costing....... 65
Avoiding the Slippery Peanut Butter Costing Slope...........cccccceevveevennnnee. 65
Recognizing a single indirect cost allocation..........c.cccoceeevervennnnnee. 66

A fly in the peanut butter: Dealing with different
levels of client actiVity......cccoceviiriiinieniiiieeeeeeee 67
Missing the mark: Undercosting and overcosting.............cccc.......... 69
Designing an Activity- Based Costing System..........ccccocevieveninencncenennnn. 71
Refining your approach..........cccccoevevienieiienienieecececeeeeeee e 71
Grouping costs using a cost hierarchy ........ccceevvvvinviniiniennnnne 72

Testing your ABC desSign.......ccceccevviirieniienienienieneeeeieeieseesve e 73



Table of Contents

Using Activity-Based Costing to Compute Total Cost,

Profit, and Sale PriCe ........ccc.ooomiioiieeee e 76
Allocating indirect costs evenly by product ..........ccccceevveveenieenns 77
Analyzing and reallocating cost activities.........c.ccecevvviniineenennnnns 78
Changing allocations to cOst POOIS ......c.cceevevvercierciiniiinierieeieee, 79
Changing prices after ABC.........cocovirviiiinniieeieneeeeeeeeee e 80

Part II: Planning and Control ...............ccccoueeacueeiaeeeacee 81

Chapter 6: What's the Plan, Stan? Budgeting for a

Better BottomLine................ooiiiiiii s 83
Brushing Up on Budgeting BasicCs ........cccccevievieiieniiesiecieciecieceeeeeeeee 83
Seeing the master budget and its component parts ....................... 84

Why budgeting is important............ccoceecveverenenienceececeneeeeeeeeeennes 85
Planning strategically ........ccooceevirviiniiiniieniiieececceee e 86
Planning How to Plan: Factors That Impact Your Budgeting Process....87
EXPEerience COUNLS ....cccoitiiiiiiiriirieeeetecteteee et 87
Timing is eVerything.......cccocceevievieiiieiiciececeeeeeeee e 88
People get you headed in the right direction..........c.cccccevvuervennnnne. 89
Sales projections pay Off.........cccceeverviirvieniieniniecceee 89

The Nuts and Bolts (and Washers) of Budgeting..........ccccccovvivvviininnennen. 91
Understanding the budgeting financials...........c.cccoeeviriieiiieennenee. 91
Reviewing revenue and production budgets ..........ccccccvevveerennnee. 94
Budgeting with Cash Accounting or Accrual Accounting............cc........ 97
Cash basis accounting: Using your checkbook to budget.............. 97

[ accrue, you accrue, we all accrue with accrual accounting ........ 99
Budgeting to Produce the Income Statement and Balance Sheet ......... 100
The well-balanced balance sheet...........c..ccccoceiivininininiinnnn. 100

The incredible income statement..........cc.ccocevieniiviniinncnncnneeneene 101
Chapter 7: Constant Change: Variance Analysis ................. 103
Variance Analysis and Budgeting..........cccccceevveeienienieneecieeeieeieeveeene 104
Using management by exception to recognize large variances... 104
Seeing the problem in using a static budget .........c.cccceevvrvennennenn. 105
Opting for a flexible budget ...........ccoceeverriiniininieineeeeeee 109
Investigating budget variances ..........cocceceevvieniineinenninienieneenene 111
Analyzing in Material Price and Efficiency Variances..........cc.ccceeeenee. 113
Applying price variances to direct materials..........cccccceeverreennenee. 114
Applying efficiency variances to direct materials ......................... 114
Implementing price variances for direct labor ...........c.ccocueeuennee. 116
Sizing up efficiency variances for direct labor..........c..ccccceueee.e. 117
Using Your Findings to Make DecisSions ...........cccevirviervieniieniieniieneenenne 118
Following up on variancCes...........ccccecveeeeeecieesieesieesieeereeeeeeeveens 118
Judging the effectiveness of your employees .........c.cccceeevenennene 120
Tying supply chain concepts to variance analysis...........c.c........ 122

Attaching ABC costing concepts to variance analysis.................. 122

XI



XIV  CostAccounting For Dummies

Chapter 8: Focusing on Overhead Costs......................... 125
Using Cost Allocation to Minimize Overhead ...........cccoceevvieienvieneennenns 125
Paying for the Security Guard: Fixed Overhead Costs..........cccccuevvenuenne 126

Planning fixed overhead COStS .........cccecvevienieniinienecieeceeeee 127
Allocating fixed overhead COStS........cccecueviiriiriieniiniiieeeeeee, 128
Assessing potential causes of fixed overhead variances.............. 131
Those Vexing Variable Manufacturing Costs.........ccccceevereviienienenenenenne 131
Working with variable overhead cOSts ........cccocceevviirciiinieeeieenen. 131
Implementing variance analysis.........ccccecuervierieneeniensieenienieneennens 134
Finding the reasons for a variable overhead variance.................. 136

Chapter 9: What's on the Shelf? Inventory Costing ............... 139

Working with Inventoriable COStS.......ccccvvievviiniieniiniinieeeeeieeeeeenn 140
Using the matching principle to calculate profit on sale.............. 140
Erring on the conservative side..........c.cccoeceeeviiieciencieeeiecee e, 142

Costing Methods for INVENtOTY.........cecuerieriniririeieeeee e 142
Using the first-in, first-out (FIFO) method...........cccccecvvviinieenennenn. 144
Accounting with the last-in, first-out (LIFO) method.................... 145
Weighing the merits of weighted-average cost.........c.cccocvvrueennnee. 146
Considering specific identification method.........c.c.cccoevverieninnnn. 147
Analyzing profit using FIFO and LIFO...........cccccovvirviriiiienenerenne 147

Using Variable and Absorption Costing to Allocate

Fixed Manufacturing COStS ........ccoccvevierienienieeieecieeiecie et 149
Defining period costs and product COsts.........cccceeverviirciirienvennnnn. 150
Applying variable and absorption costing ...........ccecceevveveeneeniennee. 151

Relating Capacity Issues to Inventory ..........cocovevvinnenieniinienienceneee 153
Reviewing theoretical and practical capacity..........ccccecveecuvrenenne 153
Using normal and master-budget capacity.......c..ccoceververvenncnncen. 154
Choosing a capacity level ...........ccccevieieeeeeieiececeeeeee e 156

Part I1I: Making Decisions ...............ccceceeeeceeceeeeceneee 159

Chapter 10: Cost Drivers and Cost Estimation Methods ............ 161
Working with Cost BENaVIOT .........cceeevieciiiiieieceeeeeeeeeeee e 161
Understanding linear and nonlinear cost functions...................... 162
Discovering how cost drivers determine total costs.................... 163
Considering Cost Estimation Methods .........cccccecvvvieiencieniinienieeeeeee 164
Walking through the industrial engineering method.................... 164
Agreeing on the conference method..........ccccooeveviiniiniininnnnennn. 164
Reviewing the account analysis method ...........cccccoeeeveiiecieenennenn. 165
Checking out the quantitative analysis method.............ccc.......... 166
Choosing a cost estimation method............ccccceeveeviinciincienieeiennn. 169
Exploring Nonlinear Cost FUNCtions ..........c.ccoeceevienieneeniennenieeieseeneenne 171
Changing cost functions and slope coefficients .........c.cccecueeeennee. 171
Understanding the impact of quantity discounts...........ccccc.c...... 171

Assessing the Impact of Learning Curves ..........ccccecveeeeeeeveecieecveecveennen. 172



Table of Contents

Chapter 11: Making Smart Business Decisions

with Relevant Information ....................... ... ol 173
Navigating the Geography of Relevance............ccccooeverinininiieneninenene 174
Introducing the decision model..........c.cccoeveerniiniiiiniiiniieeeeeeene 174
Applying a model to an equipment decision............ccccceveerueenennen. 175
Considering relevant qualitative factors in decision-making....... 178
Special Orders Don’t Upset Us, Do They? ........cccccoviiveriiiniiniiinienienens 179
Deciding between Outsourcing and In-house Production ..................... 181
Weighing opportunity COStS ........cecerveriiirvieniiinienieneeeeseeeeeee 184
Contemplating the carrying cost of inventory..........cccccceecveevennnn. 186
Maximizing Profit When Capacity Is Limited .........c.ccccoecvevviininnviinennnnns 188
Managing capacity and product miX.........cccceeceevueevierciersieniienieennens 188
Analyzing customer profit and capacity........cccceceeveeereeniinennennne. 190

Chapter 12: Making Smart Pricing Decisions:

FiguringTotal Costs.......... ..o iens 193
Understanding Influences on Prices .........ccoccoovevviininiiniiniiniiinienceneens 193
CUSTOIMETS ...ttt 194
COMPELITOTS ...cuviiiiciieieeieeeceee ettt et er e e v e e aesaaeseee s 194
SUPPLETS ...ttt ettt saene 194
SPECIAl OFAEYS........veeieiieiieiteeee ettt ae e 195
Pricing for Profits Down the Road..........ccccoovieviiviiiiinnieiiciicieceeeeeeee 197
Reviewing market-based and cost-based pricing ...........ccceevenen. 197
Aiming at the target: Target costing.......ccccoecuvvieviencienieneineeenee, 198
Arriving at a Reasonable Profit...........cccocoeviiiiiiiiiciiicieeece e 202
Using cost-plus PriCing........ccccceverviirieriieneeneeneencereeeeeeeeeeeeeeneenn 202
Using product life-cycle budgeting..........ccccccoevvvveeviecinciencieeiennn. 204

Part 1U: Allocating Costs and Resources..................... 211

Chapter 13: Analysis Methods to Improve Profitability............ 213
Processing Cost AllOCation ...........cccccveeveeienienieneeeeeee e 213
Why bother? Purposes of cost allocation..........cccoecceveecievienenenncnne 214
Justifying cost allocation decisions...........c.ccecveveeveeciieciiecieciennnen. 215
Implementing Cost AllOCatioN.........ccceviiriinienieiiceeece e 216
Using cost hierarchy to allocate costs........cccocvvvievervirvinnienceennnen. 216
Allocating tricky corporate COSts .......ccccevvuerviirvieniencieneencereeieenen 217
Keeping track of customer revenues and costs..........c.ccceecuveennnne 222
Going Over Sales Mix and Sales Quantity Variances .........c..cccceeeuennenne. 225
Remembering variances and contribution margin........................ 225
Getting the story about sales mix variance...........cccocceeeveevvereennnn. 226

Calculating sales quantity variance..........ccoccoevevveevenveniensienceennn. 229

xv



XUVl  CostAccounting For Dummies

Chapter 14: Behind the Scenes: Accounting for

Support Costs and CommonCosts. .......................cuttn. 231
Not Everyone Generates Revenue: Support Costs .......ccoceeeeeeerierenuennenne 232
Introducing single rate cost allocation method............................. 232
Checking out dual rate cost allocations..........ccccceecerciercrencieneennnnn. 235
Using practical capacity to determine cost allocation rates ....... 237
Going Over Variance Analysis and Department Costs ..........ccecceveenuenne 240
Choosing budgeted versus actual rate of usage............cccueeueenee. 241
Implications for the rate of usage selected ..........cccecveevvecveenennenn. 244
Allocating to multiple departments..........cccccceeeveeeeneeneeneeneenneenne. 245
Focusing on Common COStS........cccceeierieiienieneenieesieeseeieeieeeeseeseesaeenes 249
Mulling over stand-alone cost allocation.........c.cccecceveverciercienceennnnn. 249
Stepping up to incremental cost allocation............ccccevvuerviereennn. 251
Making a Commitment: CONTractS.......cccecueevriecieeciiecieeieeiecee e 251
Contracting with the government............ccccocevevininnieneneee. 251
Thinking about reasonable and fair costs..........cccccevvrvrviirviecrennnn. 252

Chapter 15: Joint Costs, Separable Costs, and

Using Up the Leftovers ................cooiiiiiiiiiiias, 255
Working with JOINt COSES.......cceiviriiiiiieieieeeceeeeeeeee e 256
Explaining joint COSt tErmMS..........ccocvevveveeirceeieieeeeeeeeeeese e 256
Appreciating the importance of allocating joint costs.................. 257
Considering joint cost allocation methods ...........ccccceeevveveennennenn. 258
Continuing Production: Computing Separable Costs After Splitoff ...... 260
Exploring the net realizable value method...........cccccooeevveieenennenn. 261
Introducing the constant gross margin
percentage NRV method .........cccoeveeieniiniiniinecinienieeieeeeene 263
Choosing a Joint Cost Allocation Method ..........cccocevvieniiniiiniiniinienens 267
Making the case for sales value at splitoff..............cccoeeeirreeninnnns 268
Falling back to other joint costing methods........cc.cccovereenncen. 268
Deciding to sell or process further..........c.ccccoovvvveeviecinciecieciennn, 269
Holding a Garage Sale: Making the Most of Byproducts..............cc.c.... 270
Chapter 16: Tracing Similar Products with Process Costing. ... ... 2n
Process Costing: Presenting the Basic Approach ........cccoccovvivnviiniinenns 272
Leading off with direct material COStS.......ccccecevvreciiirciieeciieeeeene 272
Following up with conversion costs.........ccocceevirervenvinnenicnsecnneen. 273
Sitting on the Factory Floor: Dealing with Work in Process .................. 273
Using Equivalent Units to Compare Apples to Apples........ccceeveevennene 274
Counting the units for equivalent units .........ccocceeveriirvenvenceennnnn. 274
Hunting down the total costs of production...........ccccecuervveruennn. 275
Putting units and costs together...........cccoooeeeiieciinciieeeeee 276
Seeing different percentages of completion...........ccocecveveerenennene 279
Using the Weighted Average Method for Process Costing .................... 282
Handling beginning work in process.........ccccocveveevieecierciensvenceennnens 283

Continuing with equivalent units..........ccccceeveeverveevennenninienienn. 283



Table of Contents X(/'i i

Introducing the First In, First Out Method of Process Costing.............. 286
Comparing Processing Costing Methods ..........cccccevevenininiinnenenenene. 288
Mulling over weighted average and FIFO methods........................ 288
Debating transferred-in COsts.........ccccevvuirviinviiniineeneceeeeeeeeene 290

Part U: Considering Quality Issues...........c.ccccoeeeeeeeee 293

Chapter 17: What a Waste! Getting the Most from

Spoilage, Scrap, and Reworked Products. ...................... 295
Accounting for Waste.........ccouieiiiiieieiiceee et 296
Determining the inspection point........c.cccceceevienieveecieceeciecieeen, 296
Understanding spoilage and SCrap........ccccoeceerveneeneecieecieeieeeeennnens 296
Spoilage and process COSting.........coccevvuerierienieneeneeieeeeieeeeneens 298
Reworking a product to recoup some profit.......c..cceccevvvervvercuennnen. 303
Applying Process Costing Methods to Spoilage........c.cccccvvervivrviennenneen. 304
Weighing in on the weighted average costing method................. 304
Doing the FIFO Hokey Pokey: Put your first in first,
take your first out first........ccecveevieecieeienieeieeeeeeeeee e, 306
Job Costing for Spoilage, Reworked Products, and Scrap ..........cc.c.... 309
Making adjustments for normal and abnormal spoilage............... 309
Reworking and selling a product ..........ccecceeveevieniineniinneniienienene 312
Making allocation decisions about scrap ........c.cccecveevvereveesereennns 314
Chapter 18: Making Smart Ordering Decisions .................. 317
Considering the Costs of INVENtOry........cccecuieciieciiecieeciecieceeceee e 318
Going through the ordering sequence...........ccocoeevercenneneniennenne. 319
Taking a closer look at stockout COsts........ccccuvveeviecinciiecieciennn, 320
Calculating Inventory Quantity with the Economic
Order Quantity Formula..........ccocovviinieniininninienieeieeiesecseeseese e 321
Figuring a Favorable Reorder Point ..........ccccooceviiiiinniniiniiniinienccneee 323
Introducing safety stock: Creating a cushion............cccccveeveeueenen. 323
Computing safety StOCK.......cccoevervieriererieieeeeee e 324
Evaluating Prediction EXror..........ccceceeiiiiinienieieeceeieeeeeeeeeseeseene 325
Calculating relevant total COStS .......ccoovvvvienierinnieciineeececeee 325
Acting on a prediction €rror.........ccccoceecieecienvieniienienteeeneeeeee 326
Buying more and ignoring EOQ..........ccccevviiniiniiniineniinenienienene 327
Practicing Just-In-Time Purchasing..........ccccccoeeieviieeciiecie e, 329
Kicking around JIT benefits and risSKs ........cccccoceveveninceenienenennnne. 329
Putting in a JIT purchasing system..........ccccccevvvereevieecieecieenieciennnns 330
Adjusting total purchasing cost........cccoeceeviirviirvencincenieieeeee, 334
SCM and Customer Demand ISSUES...........ccoceererrieiniinnieniienienieeeeneeneenne 335
Pulling apart the supply chain .........cccoccovviniiininninieeiee 335

Analyzing demand ...........ccoceeeieviieniieieeece e 335



X'(/iii Cost Accounting For Dummies

Chapter 19: Quality: Building a Better Mousetrap................ 337
Considering Quality Benefits and COStS .......ccccevivviirvieniieniienieeieneeeene 338
Listing the benefits of quality........cccccceeeiirciieeriiecieeeeeeeee e, 338
Listing the costs of qUAlity .....cccceeviriierviiniiiriiceeceeeeeeceee 339
Taking steps to ensure quality.........cccoceeviiniinieneenienieneneeeeene 340
Compiling a Cost of Quality Report........ccccceveriiiiieninieeeeeee 341
Putting Quality Practices in Place.........ccocovvieviiviininniniiniiniieieneeeee 342
Quality in jJOD COStING ...ccvecieeeiiiiieieeeeeeeeee e 343
Taking a spin through inventory ..........ccccoovevviinvieniencieniencieeieen, 343
Customer Satisfaction: Measuring and Improving It..........cccccooceeninnine 344
Customer satisfaction’s non- financial measurements ................. 345

Is measuring customer satisfaction worth the effort? .................. 347
Doing More in Less Time........coceeieeiiiiiniiniieeeeeeeeeeeeeeeeeee e 347
Analyzing performance related to time ...........ccoeceveierienieneenenee. 348
Calculating average waiting time...........ccccoovvevievieeciecieccieereeieen, 349
Adding in manufacturing lead-time ............ccccoeevevverienieenieneeenen, 350
Eliminating the Constraint of the Bottleneck............cccccoevvrvvrcveveninnnnnne 351
Fewer bottlenecks mean increased contribution margin............. 351
Clearing bottleNECKS.........cceeveeeeieierierieeeeeetete e eeas 352

Part UL: The Part of Tens.........cccceceeeeaeeeaeecaceecaeecaeees 355

Chapter 20: Ten Common Costing Mistakes and

HowtoAvoidThem ........ ...t 357
Pricing a Product INCOrectly........coooeriiiiinienieiieieeseeieeie e 357
Listing Fixed Costs As Variable CoSts........ccccooctvvirniinensieniienienieneeneee 357
Labeling Period Costs As Product COStS........ccceceevienienineninienieneseeeene 358
Misusing Target Net INCOME ........ccocveviiinieiiiiiiiiiieeieeeeteceeeee e 358
Forgetting ADOUL TAXES ......cecveriirerieieierieseeeet ettt s 359
Assigning Costs to the Wrong Product...........cccoecveviiniininiinciincienienen, 359
Not Reviewing Variances COrrectly .......c.ccocevervirninnensenienienieneeneee 360
Redlining: Pushing Production Activity Above Relevant Range............ 360
Ignoring the Timing Of COStS.....ccvviriiiriiiniiieeeeeeee e 361
Not Implementing Activity-Based Costing.........c.ccoceveviverienieneninenene 361

Chapter 21: Ten Ways to Increase Profits Using Costing ... ....... 363
Selling More Of The Right Products.........cccceeeeiiiiiinieciciicieceeeeeeee 363

Implementing Sales Mix Analysis to Increase Total Profits .................. 363
Building a Higher Margin of Safety .........ccccoeoevievienieieeeciecieceeeeeeene 364
Deciding How Much You Need: Production and Scheduling Issues ..... 364
Who Does What: Handling Costs and Employee Issues ......................... 364
Reducing and Managing SCrap.......ccccceeveeveerieeniernieeiieeiienieseeseeseeseeseeenns 365
Moving It off the Shelf: Inventory ISSUes ..........coccevveeiieriiiniiiniieniinieene 365
Effectively Taking Special Orders..........cccceevieeieniieniieieeieeiecieeieeeeseenne 365
Making Accurate Cost AllOCations .........ccceevueeviiriiiriieniieniieniesieeeeseeeene 366
Addressing the Issue of Spoilage.........ccccooceveririiienenereeeeeeeeee 366

I0des....ceeeaaaaeaaeaaaaceaeaneeccaneeneeeeaneenncaseenceaseeee 307



